
598

48 CFR Ch. 1 (10–1–04 Edition)31.205–8

(2) Those that may arise from pres-
ently known or unknown conditions, 
the effect of which cannot be measured 
so precisely as to provide equitable re-
sults to the contractor and to the Gov-
ernment; e.g., results of pending litiga-
tion. Contingencies of this category are 
to be excluded from cost estimates 
under the several items of cost, but 
should be disclosed separately (includ-
ing the basis upon which the contin-
gency is computed) to facilitate the ne-
gotiation of appropriate contractual 
coverage. (See, for example, 31.205–6(g) 
and 31.205–19.) 

[69 FR 34243, June 18, 2004]

31.205–8 Contributions or donations. 
Contributions or donations, including 

cash, property and services, regardless 
of recipient, are unallowable, except as 
provided in 31.205–1(e)(3). 

[51 FR 12300, Apr. 9, 1986]

31.205–9 [Reserved]

31.205–10 Cost of money. 
(a) General. Cost of money— 
(1) Is an imputed cost that is not a 

form of interest on borrowings (see 
31.205–20); 

(2) Is an ‘‘incurred cost’’ for cost-re-
imbursement purposes under applicable 
cost-reimbursement contracts and for 
progress payment purposes under fixed-
price contracts; and 

(3) Refers to— 
(i) Facilities capital cost of money 

(48 CFR 9904.414); and 
(ii) Cost of money as an element of 

the cost of capital assets under con-
struction (48 CFR 9904.417). 

(b) Cost of money is allowable, pro-
vided— 

(1) It is measured, assigned, and allo-
cated to contracts in accordance with 
48 CFR 9904.414 or measured and added 
to the cost of capital assets under con-
struction in accordance with 48 CFR 
9904.417, as applicable; 

(2) The requirements of 31.205–52, 
which limit the allowability of cost of 
money, are followed; and 

(3) The estimated facilities capital 
cost of money is specifically identified 
and proposed in cost proposals relating 
to the contract under which the cost is 
to be claimed. 

(c) Actual interest cost in lieu of the 
calculated imputed cost of money is 
unallowable. 

[68 FR 28091, May 22, 2003]

31.205–11 Depreciation. 
(a) Depreciation on a contractor’s 

plant, equipment, and other capital fa-
cilities is an allowable contract cost, 
subject to the limitations contained in 
this cost principle. For tangible per-
sonal property, only estimated residual 
values that exceed 10 percent of the 
capitalized cost of the asset need be 
used in establishing depreciable costs. 
Where either the declining balance 
method of depreciation or the class life 
asset depreciation range system is 
used, the residual value need not be de-
ducted from capitalized cost to deter-
mine depreciable costs. Depreciation 
cost that would significantly reduce 
the book value of a tangible capital 
asset below its residual value is unal-
lowable. 

(b) Contractors having contracts sub-
ject to 48 CFR 9904.409, Depreciation of 
Tangible Capital Assets, shall adhere 
to the requirement of that standard for 
all fully CAS-covered contracts and 
may elect to adopt the standard for all 
other contracts. All requirements of 48 
CFR 9904.409 are applicable if the elec-
tion is made, and contractors must 
continue to follow it until notification 
of final acceptance of all deliverable 
items on all open negotiated Govern-
ment contracts. 

(c) For contracts to which 48 CFR 
9904.409 is not applied, except as indi-
cated in paragraphs (g) and (h) of this 
subsection, allowable depreciation 
shall not exceed the amount used for fi-
nancial accounting purposes, and shall 
be determined in a manner consistent 
with the depreciation policies and pro-
cedures followed in the same segment 
on non-Government business. 

(d) Depreciation, rental, or use 
charges are unallowable on property 
acquired from the Government at no 
cost by the contractor or by any divi-
sion, subsidiary, or affiliate of the con-
tractor under common control. 

(e) The depreciation on any item 
which meets the criteria for allowance 
at price under 31.205–26(e) may be based 
on that price, provided the same poli-
cies and procedures are used for costing
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all business of the using division, sub-
sidiary, or organization under common 
control. 

(f) No depreciation or rental is al-
lowed on property fully depreciated by 
the contractor or by any division, sub-
sidiary, or affiliate of the contractor 
under common control. However, a rea-
sonable charge for using fully depre-
ciated property may be agreed upon 
and allowed (but, see 31.109(h)(2)). In 
determining the charge, consideration 
shall be given to cost, total estimated 
useful life at the time of negotiations, 
effect of any increased maintenance 
charges or decreased efficiency due to 
age, and the amount of depreciation 
previously charged to Government con-
tracts or subcontracts. 

(g) Whether or not the contract is 
otherwise subject to CAS, the require-
ments of 31.205–52 shall be observed. 

(h) In the event of a write-down from 
carrying value to fair value as a result 
of impairments caused by events or 
changes in circumstances, allowable 
depreciation of the impaired assets is 
limited to the amounts that would 
have been allowed had the assets not 
been written down (see 31.205–16(g)). 
However, this does not preclude a 
change in depreciation resulting from 
other causes such as permissible 
changes in estimates of service life, 
consumption of services, or residual 
value. 

(i) A ‘‘capital lease,’’ as defined in 
Statement of Financial Accounting 
Standard No. 13 (FAS–13), Accounting 
for Leases, is subject to the require-
ments of this cost principle. (See 
31.205–36 for Operating Leases.) FAS–13 
requires that capital leases be treated 
as purchased assets, i.e., be capitalized, 
and the capitalized value of such assets 
be distributed over their useful lives as 
depreciation charges or over the leased 
life as amortization charges, as appro-
priate, except that— 

(1) Lease costs under a sale and lease-
back arrangement are allowable up to 
the amount that would have been al-
lowed had the contractor retained title 
to the asset; and 

(2) If it is determined that the terms 
of the capital lease have been signifi-
cantly affected by the fact that the les-
see and lessor are related, depreciation 
charges are not allowable in excess of 

those that would have occurred if the 
lease contained terms consistent with 
those found in a lease between unre-
lated parties. 

[68 FR 69247, Dec. 11, 2003]

31.205–12 Economic planning costs. 
Economic planning costs are the 

costs of general long-range manage-
ment planning that is concerned with 
the future overall development of the 
contractor’s business and that may 
take into account the eventual possi-
bility of economic dislocations or fun-
damental alterations in those markets 
in which the contractor currently does 
business. Economic planning costs are 
allowable. Economic planning costs do 
not include organization or reorganiza-
tion costs covered by 31.205–27. See 
31.205–38 for market planning costs 
other than economic planning costs. 

[68 FR 56688, Oct. 1, 2003]

31.205–13 Employee morale, health, 
welfare, food service, and dor-
mitory costs and credits. 

(a) Aggregate costs incurred on ac-
tivities designed to improve working 
conditions, employer-employee rela-
tions, employee morale, and employee 
performance (less income generated by 
these activities) are allowable, subject 
to the limitations contained in this 
subsection. Some examples of allow-
able activities are— 

(1) House publications; 
(2) Health clinics; 
(3) Wellness/fitness centers; 
(4) Employee counseling services; and 
(5) Food and dormitory services for 

the contractor’s employees at or near 
the contractor’s facilities. These serv-
ices include— 

(i) Operating or furnishing facilities 
for cafeterias, dining rooms, canteens, 
lunch wagons, vending machines, living 
accommodations; and 

(ii) Similar types of services. 
(b) Costs of gifts are unallowable. 

(Gifts do not include awards for per-
formance made pursuant to 31.205–6(f) 
or awards made in recognition of em-
ployee achievements pursuant to an es-
tablished contractor plan or policy.) 

(c) Costs of recreation are unallow-
able, except for the costs of employees’ 
participation in company sponsored
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